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ECONOMIC CONDITION AND OUTLOOK

The economic forecast upon which the State budget for fiscal years 2002-2003 was based was
updated in April 2001. At that time, real GDP was projected to increase by 0.5% in the first quarter of
2001 with growth increasing to 2.1% by the third quarter of 2001. Real GDP growth was projected to
increase through the first half of 2002 before stabilizing at 3.5%. On an annual basis, real GDP was
projected to increase by 1.6% in 2001 and by 2.8% in 2002.

Growth was stronger than expected in the first quarter of 2001 and slower than expected in the second
and third quarters. Through the first three quarters of 2001, real GDP increased by 1.5% compared to
the April forecast of 1.6%.

The April 2001 forecast projected the Indiana non-farm personal income growth to slow in the first
quarter of 2001 before rebounding quickly through the fourth quarter. Growth in Indiana non-farm
personal income was projected to reach 5.3% by the last half of 2001. On an annual basis, Indiana
non-farm personal income growth was projected to increase by 4.4% in 2001 and by 5.1% in 2002.

Growth in Indiana non-farm personal income was stronger than expected in the first quarter of 2001
and weaker than expected in the second quarter of 2001. Through the first half of 2001 Indiana non-
farm personal income increased by 4.4% matching the April forecast.

The April forecast led to projected growth in General Fund and Property Tax Replacement Fund
revenues of 4.2% in FY 2002 and 4.6% in FY 2003.

MAJOR INITIATIVES

Higher Education - Indiana continues the roll out of the new Community College of Indiana (CCI),
bringing the new sites to several new locations across the State.  Scheduled to be fully implemented
by 2004, CCI will promote economic development and provide workers and students with low cost
access to training and education.  Indiana is also funding two important initiatives at the State’s
research universities.  Indiana University is opening the new School of Informatics and Purdue
University is constructing a Nanotechnology research facility.  Both initiatives are intended to help
bring students and the State of Indiana into the information and high technology economy.

K12 Education - Indiana continues its efforts to become a national leader in the area of developing
rigorous academic standards and utilizing them in a system of shared accountability.  The bipartisan
Education Roundtable has created some of the nation’s highest standards in math and reading.  This
year the Roundtable will be promulgating the science standards.  All standards will be implemented in
a coordinated fashion, along with instructional curricula, materials, and evaluation.

Public Safety - The budget appropriates $1.2 billion for the operation of the State correctional system.
These funds will be used to support the opening of new correctional facilities in New Castle and the
second phase in Miami County. Over 4,400 beds will become available with the opening of these
facilities and enhanced usage of the Community Correction Program.  The State Police will spend
$4.75 million to upgrade the National Crime and Information Center system.

Transportation - An additional 4.5% over the last biennium will be used for the State Highway
Construction Program. The budget includes $3.6 billion in general, dedicated, and federal funds for the
Department of Transportation for the biennium.
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Department of Natural Resources - A new State Museum will open May 2002. There is budgeted $9.2
million for the operation of the Museum each year of the biennium.

Public Health - Tobacco funds from the Indiana Health Care Advisory Board included funding
distributions for The Children’s Health Insurance Program (CHIP), $29.0 million in FY 02 and $33.6
million in FY 03, and $500,000 in FY 02 and FY 03 for the Indiana Newborn Screening Program.   The
$500,000 appropriation to Newborn Screening will provide for program expansion per HEA 1487 and
for additional Medicaid coverage.

Public Health - The Department of Health received transferred funds from the Indiana Master
Settlement Agreement Fund to provide $15,000,000 in additional funding for the total operating
expenses for Community Health Centers (CHC) and $10,000,000 for CHC capital costs.  In addition,
$1.5 million in tobacco funds was given to the Local Health Maintenance Fund.

Public Health - Due to an investment of $39.3 million during the 99-01 biennium ($14.3 million-
FY00/$25 million-FY01) the 317 (Senate Bill 317-1997) waiver waiting list has been reduced resulting
in an additional 2,372 Hoosiers with developmental disabilities being served.  Half of the increase
provides for continuity of services for individuals already supported by the system.  The other half
addresses urgent needs of people currently waiting on services.

Public Health - The Children’s Health Insurance Program (CHIP) is celebrating its 4th year of
operation.  As of June 2001, 392,154 children were receiving Healthcare through Hoosier Healthwise
(the State’s health insurance program).  Of the 392,154 children receiving care, 47,520 were enrolled
due to the CHIP initiatives.  State healthcare has been made more accessible through the aggressive
outreach program and simplified enrollment process.  The eligibility threshold has been increased
covering children with income at or above 200% of poverty.

Public Health - Hoosier RX, Indiana’s Pharmacy Assistance program for seniors, became operational
October 2000. The program assists qualifying senior citizens with a refund for a portion of their
prescription drug expenses.  As of June 2001, the program had served 8,105 Hoosier seniors and paid
out more than $1.2 million in reimbursements for pharmacy expenses. The program seeks to have
enrolled a total of 20,000 seniors by December 31, 2001.

FINANCIAL INFORMATION

The State's system of internal accounting control is designed to provide reasonable, but not absolute,
assurance regarding: (1) the safeguarding of assets against loss from unauthorized user disposition and
(2) the reliability of financial records for preparing financial statements and maintaining accountability for
assets. The concept of reasonable assurance recognizes that the cost of internal control should not
exceed the benefits likely to be derived and that the evaluation of costs and benefits requires management
to make estimates and judgments.

Single audit - As a recipient of federal financial assistance, the State is also responsible for ensuring that
an adequate internal control structure is in place to ensure compliance with applicable laws and
regulations related to federal programs. This internal control structure is subject to periodic evaluation by
management and internal audit staff of the various State agencies.

As part of the single audit, tests are made to determine the adequacy of the internal control structure,
including that portion related to federal financial assistance programs, as well as to determine that the
State of Indiana has complied with applicable laws and regulations.

Budgetary Controls - The annual budget for the State of Indiana is comprised of separate appropriations
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to individual cost centers within the General and Special Revenue funds. A cost center is a mechanism
for recording financial activity. Budgetary control is exercised at the cost center level by appropriations and
allotments of accounts.  Purchase orders and warrants, which result in a deficit account balance, are not
released until additional appropriations are made available or the deficit balance is properly authorized.
Unencumbered appropriations lapse at the end of each fiscal year.

Revenues - The following schedule presents a summary of General and Special Revenue fund revenues
for the fiscal year ended June 30, 2001 and the amount and percentage of increases and decreases in
relation to prior year revenues (amounts expressed in thousands).

Revenues:  Amount 
Percent 
of Total

Increase 
(decrease) 
from 2000

Percent of 
Increase 

(decrease)

Taxes 11,147,649$  60.97% 60,646$          0.55%
Licenses and permits 424,607         2.32% 17,467            4.29%
Current service charges 612,787         3.35% (36,782)          -5.66%
Investment income 442,002         2.42% (62,726)          -12.43%
Sales / rentals 69,760           0.38% 3,105              4.66%
Grants 5,306,137      29.02% 564,666          11.91%
Other/donations/escheats 281,127         1.54% 50,287            21.78%

Totals 18,284,069$  596,663$        3.37%

Expenditures - The following schedule presents a summary of General and Special Revenue fund
expenditures, for the fiscal year ended June 30, 2001 and the amount and percentage of increases and
decreases in relation to prior year expenditures (amounts expressed in thousands).

Expenditures  Amount 
Percent 
of Total

Increase 
(decrease) 
from 2000

Percent of 
Increase 

(decrease)

General government 4,052,323$   21.27% 376,230$      10.23%
Public safety 1,097,476     5.76% 107,482        10.86%
Health 308,531        1.62% 10,489          3.52%
Welfare 5,615,461     29.48% 467,466        9.08%
Conservation, culture, and 
  development and other 486,374        2.55% 5,485            1.37%
Education 6,076,896     31.90% 343,034        5.98%
Transportation 1,411,707     7.41% 157,855        12.59%

Totals 19,048,768$ 1,468,041$   8.35%

General Fund Balance - The fund balance of the General Fund decreased by $1.42 billion during the
fiscal year ended June 30, 2001, including reclassifications.
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Proprietary Operations - The State of Indiana's Enterprise funds consist of: Inns and Concessions, Toll
Bridges, Toll Roads, the State Lottery Commission and the Malpractice Insurance Authority.  The Inns and
Concessions provide lodging and dining for park tourists, and the golf course operation at the Fort
Benjamin Harrison Park. The Toll Bridges fund collects fees for the construction and improvements of toll
bridges. The Toll Roads fund collects fees for the construction and improvements of toll roads. The State
Lottery Commission manages and controls all activity that deals with the State's lottery, including the game
show, the random number generating machines and the various instant winner games. The Malpractice
Insurance Authority provides medical malpractice insurance for those who cannot get coverage.  The
outlook is good for continued self-sufficiency of these operations with little or no support from the General
Fund.

The combined operating revenue for the State's Enterprise funds was $656.8 million for the fiscal year
ended June 30, 2001. This is an 5.42% decrease from fiscal year 2000. The combined cost of sales and
operating expenses was $467.4 million for fiscal year 2001.  This is a 5.01% decrease from fiscal year
2000.

The State of Indiana's Internal Service funds consist of: Institutional Industries, Administration Services
Revolving Funds, the State Office Building Commission (a blended component unit), the Recreational
Development Commission (a blended component unit), and self-insurance funds. The Institutional
Industries fund is used to account for revenues and expenses incurred in maintaining inmate employment
programs. The Department of Administration uses the Administration Services Revolving funds to account
for various services provided to other State agencies. The State Office Building Commission was created
as a public body, both corporate and politic, for the issuance of debt for the Indiana Government Center
and various correctional facilities. The Recreational Development Commission was created as a public
body, both corporate and politic, for the issuance of debt for construction and renovation at various State
parks. The self-insurance funds consist of funds used to administer health insurance, disability and death
benefit plans for State employees and State police personnel.

Combined operating revenue for the State's Internal Service funds was $271.0 million for the fiscal year
ended 2001.  This is a 9.67% increase over fiscal year 2000.  The combined cost of sales and operating
expenses for fiscal year 2001 was $206.9 million. This is a .13% decrease over fiscal year 2000.

Fiduciary Operations - The State of Indiana sponsors eight public employee retirement systems (PERS).
One of these, the State Police Pension Fund, is part of the primary government.  The Public Employees'
Retirement Fund and the State Teachers’ Retirement Fund are discretely presented component units. In
addition to its own fund, the board of the Public Employees' Retirement Fund administers the following
funds: the 1977 Police Officer and Firefighters' Pension and Disability Fund, the Excise Police and
Conservation Enforcement Officers' Retirement Fund, the Prosecuting Attorneys' Retirement Fund, the
Legislators’ Retirement System, and the Judges’ Retirement Fund.

Debt Administration - The commissions and authorities, some of which are included as component units
in the financial reporting entity of the State of Indiana, issue bonds for some of the State's capital needs.
All of the bond issues are revenue bonds associated with specific State component units. Total of revenue
bonds and notes outstanding, net of amortized discounts, is $5.72 billion at June 30, 2001.

Cash Management - Cash temporarily idle during the year was invested in money market accounts,
certificates of deposit, obligations of the U.S. Treasury, and repurchase agreements. The pension trust
funds' portfolios include other investments as outlined in Note l(C)(1) in the notes to the financial
statements. The average yield on investments, except for the pension trust funds, was 6.44%.
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The State's investment policy is to minimize credit and market risks while maintaining sufficient liquidity
and earning a competitive yield on its portfolio. Deposits are insured by federal and State depository
insurance.

Risk Management - All of the risks associated with the items listed below are entirely assumed by the
State of Indiana.

1) Unemployment Compensation Benefit Claims for State employees.

2) Workers’ Compensation Benefit Claims for State employees.

3) Tort claims filed against the State.

4) Medical Malpractice claims filed against State hospitals.

5) Accidents caused by State motor vehicles.

6) State owned real property, including public buildings.

7) Certain employee health and death benefits.

The State, through the Department of Personnel and other agencies, conducts various types of risk
programs for State employees designed to encourage State employees to live healthy and productive
lifestyles. Some of the programs offered are:

1) Cardiopulmonary Resuscitation Training.

2) Better Nutrition.

3) Safety Training.

4) Disaster Preparedness Training.

5) Defensive Driving.

6) Mammogram Availability.

7) Employee Assistance Program.

Independent Audit - State statute requires an annual audit by the Indiana State Board of Accounts. The
Board is considered by federal and State government to be independent auditors. The Auditor’s report on
the general purpose financial statements and combining and individual fund statements and schedules
is included in the financial section of the statewide Single Audit Report of the State of Indiana.

Certificate of Achievement Award - The Government Finance Officers Association of the United States
and Canada (GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to the
State of Indiana for its comprehensive annual financial report for the fiscal year ended June 30, 2000. This
was the eighth consecutive year that the State of Indiana has achieved this prestigious award.

In order to be awarded a Certificate of Achievement, a government must publish an easily readable and
efficiently organized comprehensive annual financial report.  This report must satisfy both generally
accepted accounting principles and applicable legal requirements.
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